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The theory of factor demand has important implications for the study of the impact of immigration
on wages in both sending and receiving countries. This paper examines the implications of the theory
in the context of a model of a competitive labor market where the wage impact of immigration is influenced
by such factors as the elasticity of product demand, the rate at which the consumer base expands as
immigrants enter the country, the elasticity of supply of capital, and the elasticity of substitution across
inputs of production. The analysis reveals that the short-run wage effect of immigration is negative
in a wide array of possible scenarios, and that even the long run effect of immigration may be negative
if the impact of immigration on the potential size of the consumer base is smaller than its impact on
the size of the workforce. The closed-form solutions permit numerical back-of-the-envelope calculations
of the wage elasticity. The constraints imposed by the theory can be used to check the plausibility
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(6a)    QD = gD(CL + CK)p
−1/(1−ξ), 













































































































(1+ λ −δ)−(1−δ− η)sK
−
(1+ λ −δ)η(1−φ)























































































































































(1+ λ −δ)−(1−δ− η)sK
−
η(1−φ)[λ +(1−δ)sL]












































(1+ λ −δ)−(1−δ− η)sK
−
η(1−φ)(1−δ)sK












(1− δ)− (1− δ − η)s
K K


















d log(w / p)
d logL
=
−λ[1− δ − η(1− µD)]s
K






































































































































































































where  ˆ η and  ˆ ϕ are “rescaled” values of the parameters η and ϕ, respectively, and depend 
on the various elasticities of the model.22 Both of these rescaled elasticities must lie 
between zero and one. In addition,  ˆ η = η  and  ˆ ϕ = 0 when the supply curve for the 
imported good is perfectly elastic. 
                                                        















































































































where Δ = (1+ λ)[1− ˆ ηεD
q sL − ˆ ϕεD
y sL] − [(1− ˆ η)+ ˆ ηλεD


















q −1)+ ˆ ϕφ































































































































(37)    wi = (1−α)C
ηQ
1−δ−η L




















































effect by dlogw = (s1dlogw1 + s2 dlogw2)/ sL.29 Equation (38) then implies that: 
 
(40)    dlogw = dlogw
*=
−λ(1−δ)sK
































































































































*+(1−β)[dlogL − dlogLi]+(1− γ)[dlogLi − dlogNi]. 
(44)    dlogwi
M = dlogw













































































































































































































































































































































2 = −η(1− η)L
η−2Q







































































































































































−λ(1− ˆ η)sk + ˆ ηλεD
q sK + ˆ ϕλεD
y sK +(1+ λ)[ˆ η(φq −1)+ ˆ ϕφy]
(1+ λ)[1− ˆ ηεD
q sL − ˆ ϕεD
y sL]−[(1− ˆ η)+ ˆ ηλεD






























−λsK + ˆ ηλεD
q sK + ˆ ϕλεD
y sK +[ˆ η(φq −1)+ ˆ ϕφy]
(1+ λ)[1− ˆ ηεD
q sL − ˆ ϕεD
y sL]−[(1− ˆ η)+ ˆ ηλεD







elasticities  ˆ η and  ˆ ϕ defined in (A11) and (A12) are both greater than zero and less than 
one. It is straightforward to verify that the sum of these two elasticities is also less than 
one. The fact that  ˆ η+ ˆ ϕ < 1 can be used to prove that the numerator of (A20) must be 
negative. In particular, the numerator equals −λsK(1− ˆ ηεD
q − ˆ ϕεD
y ). The maximum value 
that the income shares in this expression can attain is 1. In that case, the numerator equals 
−λsK[1−(ˆ η+ ˆ ϕ)]. But the sum of the two elasticities  ˆ η and  ˆ ϕ must be less than one, hence 
the numerator is negative. 
By using analogous arguments it is possible to show that the denominator of (A20) 
is positive. In particular, evaluate the denominator at λ = 0. Using the properties of the 
rescaled elasticities noted above, it is easy to show that the denominator is positive at the 
lowest possible value of λ. By differentiating the denominator with respect to λ, it is also 
possible to show that the denominator is a monotonically increasing function of λ. 